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Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE 
NUMBER. 

A. My name is Ann Yanick. My business address is Global Time, Inc. (“Global Time”), 500 

Airport Boulevard, Suite 340, Burlingame, California 94010. My business telephone number 

is (650) 375-6700. 

Q- WHAT IS YOUR POSITION WITH GLOBAL TIME? 

A. I am Global Time’s Director of Operations and Customer Service. 

Q. WHAT ARE YOUR RESPONSIBILITIES AS DIRECTOR? 

A. I am currently responsible for the operations, customer services and marketing of the 

company. 

Q. 

A. 

Q- 

A. 

PLEASE BRIEFLY DESCRIBE YOUR PREVIOUS PROFESSIONAL 
EXPERIENCE AND QUALIFICATIONS. 

Prior to joining Pacific Gateway Exchange, Inc., the parent company of Global Time, in 

1997 and Global Time in 1998, I had twelve years of telecommunications experience with 

AT & T. During the twelve years, my responsibilities ranged from customer service and 

inquiries to operations and products management, mostly in the international arena. From 

1989-1992, I studied international business at the University of Colorado. 

HAVE YOU TESTIFIED BEFORE THE ILLINOIS COMMERCE COMMISSION 
(“COMMISSION”) PREVIOUSLY? 

No. 

Q. IS GLOBAL TIME CURRENTLY CERTIFICATED TO PROVIDE SERVICE IN 
ILLINOIS? 
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A. 

Q. 

A. 

No. 

IS GLOBAL TIME LEGALLY AUTHORIZED TO DO BUSINESS IN ILLINOIS? 

Yes. A copy of Global Time’s Certificate of Authority to Transact Business in the State of 
Illinois was submitted to the Commission as Exhibit 2 of its Application. 

Q. ARE YOU FAMILIAR WITH THE APPLICATION THAT WAS SUBMITTED BY 
GLOBAL TIME ON FEBRUARY 28, 2000 TO THE COMMISSION FOR A 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY TO PROVIDE 
COMPETITIVE TELECOMMUNICATIONS SERVICES WITHIN THE STATE OF 
ILLINOIS (“APPLICATION”) ? 

10 

11 
12 

A. 

Q. 

Yes, I am. 

DO YOU HAVE ANY CHANGES OR UPDATED INFORMATION TO PROVIDE 
REGARDING THE APPLICATION? 

13 A. 

14 

15 

16 

Yes. The application listed the states in which Global Time is authorized to provide 

telecommunications service. Since tiling the application, Global Time has become 

authorized to provide resold interexchange telecommunications services in the State of 

Oklahoma. 

17 
18 

Q- ARE THERE ANY OTHER CHANGES OF WHICH THE COMMISSION SHOULD 
BE AWARE? 

19 A. 

Q. 

No. 

20 
21 
22 

APART FROM THE UPDATED INFORMATION THAT YOU JUST PROVIDED, 
DO YOU RATIFY AND CONFIRM THE STATEMENTS THAT ARE MADE IN 
GLOBAL TIME’S APPLICATION? 

23 A. Yes, I do. 

24 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 
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The purpose ofmy testimony is to describe Global Time and the services it proposes to offer 

in Illinois. In addition, I will demonstrate that Global Time possesses the financial, 

technical, managerial and operational capabilities to operate as a provider of competitive 

resold interexchange service in Illinois. 

PLEASE DESCRIBE THE AUTHORITY THAT GLOBAL TIME SEERS BY ITS 
APPLICATION. 

Global Time seeks authority to provide competitive resold interexchange services in Illinois. 

PLEASE DESCRIBE THE CORPORATE STRUCTURE OF GLOBAL TIME. 

Global Time is a corporation organized under the laws of the State of Delaware. Global 

Time was formed to provide interstate and intrastate teleconnnunications services. Global 

Time is a direct wholly owned subsidiary of International Exchange Communications, Inc. 

(“IE Corn”), which in turn, is wholly owned by Pacific Gateway Exchange, Inc., (“PGE”), 

a publicly traded Delaware corporation. 

PLEASE DESCRIBE THE TYPES OF SERVICES THAT GLOBAL TIME 
PLANS TO OFFER IN ILLINOIS. 

Global Time intends to offer resold intrastate interexchange telecommunications services via 

prepaid calling cards. Global Time’s services are available on a full-time basis, 24 hours a 

day, seven days a week. 

DOES GLOBAL TIME PROPOSE TO OFFER OPERATOR SERVICES? 

No. 

PLEASE DESCRIBE GLOBAL TIME’S PROPOSED MARKETING PLAN, AND 
HOW IT WILL PREVENT SLAMMING COMPLAINTS. 
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1 A. Global Time does not market to end users. Global Time markets its products to distributors 

2 through trade shows. Global Time’s prepaid card service is also described in its web page. 

3 Global Time only intends to provide prepaid calling cards and therefore will not offer 

4 services that require the customer to presubscribe to its services. Since Global Time will 

5 initially be offering only prepaid calling card services, slamming prevention measures are 

6 not applicable at this time. To the extent that Global Time expands its service offerings in 

7 the future, Global Time will comply with Illinois requirements for verifying changes in a 

8 customer’s primary interexchange carrier. 

9 Q. PLEASE ADDRESS GLOBAL TIME’S MANAGERIAL AND TECHNICAL 
10 QUALIFICATIONS. 

11 A. Global Time’s officers have extensive managerial, financial and technical 

12 telecommunications experience and, therefore, are well qualified to execute its business plan. 

13 Descriptions of the telecommunications and managerial experience of Global Time’s key 

14 personnel were attached as Exhibit 3 to Global Time’s Application. These descriptions 

15 demonstrate that Global Time’s personnel have a broad range of experience in successfully 

16 managing and operating telecommunications carriers. Moreover, Global Time will rely on 

17 the existing managerial and technical resources of its parent company, IE Corn, and its 

18 ultimate parent company, PGE, to provide intrastate interexchange service. Accordingly, 

19 Global Time has the technical and managerial resources necessary to provide customers in 
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the State of Illinois with high-quality, dependable, competitive intrastate interexchange 

telecommunications services. 

PLEASE DESCRIBE GLOBAL TIME’S FINANCIAL QUALIFICATIONS. 

Global Time is financially qualified to provide resold intrastate interexchange 

telecommunications services in the State of Illinois. Global Time has access to the capital 

necessary to fulfill any obligations it may undertake with respect to the provision of 

telecommunications services in the State of Illinois. Copies of Global Time’s financial 

statements as of June 30, 1999 were attached as Exhibit 4 to its Application. Moreover, 

Global Time will rely on the financial resources of its ultimate parent company, PGE. The 

audited consolidated financial statements of PGE and its subsidiaries, are submitted hereto 

as Exhibit A. These exhibits clearly demonstrate Global Time’s financial capacity. No 

circumstances have changed since the filing of the Application that would call into question 

Global Time’s or PGE’s financial qualifications to provide the proposed services. 

HAS ANY STATE EVER DENIED GLOBAL TIME AUTHORIZATION TO 
PROVIDE INTRASTATE SERVICE? 

No. 

HAS ANY STATE EVER REVOKED GLOBAL TIME’S CERTIFICATION? 

No. 

HAS THE COMPANY EVER BEEN INVESTIGATED OR SANCTIONED BY ANY 
REGULATORY AUTHORITY FOR SERVICE OR BILLING IRREGULARITIES? 

No. 
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PLEASE DESCRIBE THE PUBLIC INTEREST BENEFITS ASSOCIATED WITH 
GLOBAL TIME’S PROPOSED OFFERINGS OF INTRASTATE 
TELECOMMUNICATIONS SERVICES IN ILLINOIS. 

Global Time’s entry into the Illinois telecommunications market will serve the public interest 

by creating greater competition in the intrastate interexchange telecommunications 

marketplace and will permit customers access to more efficient services and cost savings. 

Global Time’s proposed intrastate services will enhance the services available to consumers 

and increase consumer choice through innovative, diversified and reliable service offerings. 

Consumers will benefit both directly, as a result of the competitively priced service options 

available from Global Time, and also indirectly, as Global Time’s presence increases the 

incentives for other telecommunications providers to operate more efficiently, reduce prices, 

and offer more innovative services. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. it does. 

322964.1 
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EXHIBIT A 

FINANCIAL STATEMENTS OF 

PACIFIC GATEWAY EXCHANGE, INC. 

AND ITS SUBSIDIARIES 
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PACmC GAflwAY EXCHANGE. Lx. 

CONSOLIDATED BALANCE SHEETS 
I in thousands I 

ASSETS 

Cumnt .Aset% 
Cash and Cash cq”lvalcnls.~. ..................................................................................................................... s !O.Wl 
Accounu rcce,vab,e. ne, of allowmce for doubtful accou”ls of W.312 in 1998 and 52.230 I” 1997.. g-~-” 
.r+qJards .............................................................................................. :.;;: ...................................................... . 
,r,come ,axs ncovcrablc .......................................................................................................................... i..;s” 
D&rre* ,ncomc ml.. .... .................................................................................... ...................................... -.- 0- 
mw currtnt awxs .... ...................... ....................................................................................................... I .AOX 

Toral current asse,s .................................................................................................................... i13.96: 

Property and Equipment: 
,Jn,,enea fiber op,,r cables 3J.66.; ...... ..I ............................................................................................................... 
Long diswcc co~unrcaU0ns equipment ............ .................................................................................. A8.ilI.I 
Comp”lcn and office eq”rpment ............................................................................................................... 9.352 
Lcareho,d ,,,,pr~vme,,~ ......... z.mi .......................... ..................................................................................... 
Consmcuon in pqrcrr iiS ........................... ................................................................................................ 
Cab,= co”.s”.,‘-“on ,” pmflcsr ............................................................. . .................................................... l1.064 

1?0.?8: 
Less accumulated dep,ec,a,,on ......... . ............. . .......................................................................................... Ii.335 

Toa pr~pep and equ,pmen,. UC, ................... . ........... . ........................... . ................................ 107.037 
Defercd income Rex ... . ..................... . ...... . ..................... . ..................... . ...... . . ..... . ......... .., ........................... 78 
Dqoairr and other PIKLS ....................................... . ................................. ................................................. 8.529 

Tout, a.sYU ................................................................................................................... .., ........... 5235.637 
- 

LIABILITIES AND STOCKHOLDERS. EQUITY 

! .SWD 
6-’ 

,OB.U? 

61.433 

I.741 

5171.617 
- 

Current Liabilities: 
~\ccoun~s payable.. ..................................................................................................................................... 
Accrued liabllmcs ...................................................................................................................................... 
income laxer payable.. ............................................................................................................................... 
Lmc of credit .............................................................................................................................................. 
Current ponion of capnatized lease obligauons ....................................................................................... 
Other ,;abl,,t,cs ............................................................................................................................... _ ......... 

Total cumnt habilitics.. ............................................................................................................. 
Long-am, ponion of capnalized least obligations.. ................................................................................. 
Dcfemd mcomc . .................................................................................................................................. 

Total liabilincs ........................................................................................................................... 

Commirments and conungcnacs (Note 5). 

Stakholders’ EquiIy: 
Refemd stock. S.&WI par v&z. iruthwired 5.wO.wO sharer. no sharer issued.. ................................ 
Common suck. I.0001 par value. authorized 70.ooO.000. issued 19.363.777. outswdmg 19.2?0.?17 

shares in 1998: and issued 19216.710. outstanding 19.073.150 shuts III 1997 ................................ 
,AddiiionaI pad in capital .......................................................................................................................... 
Deicmd compnsati- ruined smck ................................................................................................. 
Forelg” ctlmncy mnslad0”. ..................................................................................................................... 
Retained earnings. ...................................................................................................................................... 
Cost of common stock held in masuy. 143.560 sharer m 1998 and 1997.. .......................................... 

Tolal stockholders’ equity ......................................................................................................... 

Total habiliues and stc&xAderS equity .................................................................................. 

See accompanying Notes to Consolidated Financial Statements 
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$118.303 5 87.949 
1.193 3.733 

- 1.491 
8.700 - 

436 216 
I.304 513 

-93.90? 132.936 
$9 185 

I .%3 957 

- XiiG 134.998 

- - 

2 2 
65.43 I 60.849 
(4.6lSl (4.134) 

34 
40.190 20.254 
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PACIFIC GATEWAY EXCHANGE. INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS 
(in thousands. except per share dntpt 

Ynr Ended Drcmlber 31. 
,998 ,997 Iy9h 

Reve”“es ............................................................................................................. S466.291 S298.609 Sl41.911 

Re,,enues--r&,ed pa,-,y - - ..................................................................................... 203 I4 

Total rcve,,ue~ ..................................................................................... 166.291 198.609 16:.426 

Cog of long dismxe ~erwce~ ............................................................................ 393.640 254.076 140.3JC 

Gross margin ....................................................................................... 72.651 44.533 21.086 

Selling, general and &finlWdve CX~~“SCS ..................................................... 36.791 21.416 II.113 

Deprecmmn axI ~~niration.. .......................................................................... 8.713 5.417 ‘.o.u 

Toti operaung expenses ij.157 .................................................................... 45.504 lo.653 __ 

Operating income ...................... 27.147 17.700 8.929 .......................................................... 
Interest income (885, ........................................ ..................................... ... .................. (2.292) (xKl91 

Other (income) expense. net 129 ............................................................................... (1.132) (1261 

Income before in~tmx taxes ............................................................... 30.571 19.835 9.685 

&vision for irwxm U.xs ................................................................................. 10.635 7.338 3.877 

ye1 i”COrm .......................................................................................... $ 19.936 5 12.497 5 5.808 

Net income pr sh~-&sic .............................................................. S 1.05 S 0.66 S 0.36 

Net income per sharediluted ........................................................... S 0.97 S 0.64 5 034 

Weighted average number of common shares outSUMhg--biC ................... 19.071 18.960 16.234 

Weighted average nun-,bz of common shares outstanding-diluted ................ 20.495 19.497 16.872 

See accompanying Notes 10 Consolidated Financial Statements. 
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PACIFIC GATENAT ESCWNGE. LYC. 

COSSOLfDATED ST.4TE!+lENTS OF CASH FLOW 
Iin thousands1 

\rarEndedtkcrmkrrl. 
199” ,w: ,“W --- 

Operating Activities: 
set ,ncome .,....,...,.,...,.......,.,......,...,...,........................ s 19.936 5 1x9- s s.mr( 
Ad;ustments ID net mcome: 

Deprec,a,,cJn a.nd ~nloNz~,,on ,_,.....,.....,..,.._....._..._,...._......................~.......~ 6.713 i.11- 1.w 
Loss on ~31~ of mck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - 129 
S,o& compe”sa,io” expense .._,...,_,.....,........................................................ 67-l IJh a; 

Bad debt provir,on .,........,.,...,...,.,.....,.,....,.................................................... 1.1-16 ?.I-: 855 
Equity 1~ emrngs of affiliated coqmucs .,_,,,.,.._..,_,...._.............................. 11.1991 - - 
changes in opcratmg assets and liabilittes: 

,Accou,,ts rewvable ,...,.,_._,.._......._...,.... . . . . .._...................................... i27.558) i38.681 1 !l.;.lli, 
,~c~ou,,ts receivable. related pa,-ty . . . . . . . . . . . . . . . . . .._.................................... - 3.066 1% 
Notes and adyarces receivable ,...,.........,,............................................. - - 1-i 
Ppq,a,d expenses ,....,.._..._._..........,.,,.,.,...,.............................................. (7331 306 t-291 
Deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.189, 88 (8161 
Deposirs and other assets .,,,...,.,..__.................................................... -.. 11.s3ot ,l.iiO) (107l 
Accounts payable .,__._._,_._..,_,.,...,....,.,.................................................... 30.322 48.309 17.05’ 
Accrued liabilittes ..,_._,_....,..................,.............,..,................................ 460 2.129 53: 
Federal income axes recoverable . .._..............._,.................................... (834) - - 
Federal ,nco,ne tllxes payable _,_..,.,..,.......................,............................ (1.191) 11611 I ,758 
Other liabilities ,......,_._,_._,...._........,.......................,,............................... 791 150 (152L 
Defened tax liability . . . . .._................_..................................................... 1.006 249 188 

Net cash provided by operatinp activities . . . .._._._._._....._............,..,....._._._.............. 28.914 34.257 13.898 --- 
Investing Activities: 
Purchase of prtpny and equipment . . . . . . . . . . . .._._._..._._..........................~................. 149.611) (36.725, 118.6691 
Investment in subsidities and affiliates . . . . . . . . . .._..._............................................... 13.314) 222 - 
Other investmg acrlvlties _..,..._..,_,_.......,,.,...................,...............,..........,.............. - - 274 --- 
Ner cash used m mvestin~ actiwtres .._,_,.,...,...._................................................... i51.915) (36.503) ( 18.3951 

Financing Activities: 
Borrou,ings on revolving lines of credit ._._,_..,_..._..._............,.......,........................ 8.700 - 6.200 
Repayments on revolving lines of credit ,_._.......................................................... - - (11.620) 
Repayments on capital lease obligations .,,.__......._._.......,..................................,... (498) (209) - 
Proceeds from issuance of commm stock ..,_,_,_,.._,.._..,.......,.,.,.,.,.....,.................. I.157 742 55.130 
Payment of issuance costs ____,.._.,,._...,.._......................,......................................... (57) - (1.042) 
Payment to acquire treasury stock ,,.,_..,.._._,.........,,............................................... - - 1400) 
Drridends received from affiliated company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 900 - - --- 
Net cash provided by financing actiwtles .,_......._..........,_..,..,.,,...........,................ IO.202 533 18.268 - - - 
Net Idecrease) incrwsc in cash and cash equivalents ,_,.._._.......,_....................~.... (13.809) (1.713) 43.77 I 
Cash and cash equivalents at beginning of the period ,___._,.........,,....,.....,............ 43.850 45.563 1.792 --- 
Cash and cash equivalents at end of the period _._,.._..,_,_..,.......,.,..... ~ ___..,.___......,.. $ 30.041 S 43.850 % 45.563 -v- 
Supplementary Infonnotion: 
interest paid dunng period .,_._..,.,_.,,,._,.,......,.,....,,......,.......................................... S - S - S 276 
Income taxes pard during period ,_,,...,..._...._.......................................,.....,........... 5 I?.047 5 7.841 S 2.517 

See accompanying Notes to Consolidated Financial Statements. 
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PACIFIC GATEWAY EXCHANGE. INC. 

CONSOLIDATED STATEMENTS OF CHANGES LN STOCKHOLDERS’ EQL’ITI 
tin thouwndsl 

Balance Dccrmber31. 1995~.~. .... 
Rcpurchasc oi common stock .... 
lsruancc of common rrock. net 

of SI.042 issuance cosL5.. ....... 
Stock compcnsawm cxpenre ..... 
Net income ................................. 

Bahcc December 31. 1996.. ........ 
Stock opuons cxcrared .............. 
Stock compcnsauon expense ..... 
Tax eifto of rmck qmons 

excrc,sed ................................. 
lssuancc of resmcted stock.. ...... 
Foreign currency uanslat~on ...... 
Net income ................................. 

Balance December 3 I. 1997 .......... 
Srock opuonr excrc~rcd.. ............ 
Stock compcnsauon ex&~nse ..... 
Tax effect of stock o~tmns 

cxerc,sed.. ............................... 
Issuance of rcsmcled stock.. ...... 
la~uancc of common stock. for 

mverrmcnt ,n company .......... 
Foragn currency vanslation ...... 
!+,I ,ncome ................................. 

Balance December 3 I. 1998 .......... 

IJ.100 
- 

s I 
- 

s 941 
- 

I 54.087 
- 85 
- - 

II 

- 
55.113 

74: 
146 

4.940 
- 
- 

19.040 
102 
- 

- 

5.808 

7.757 
- 

- 
- 
- 

- 
- 
- 
- 
- 
- 

- 
- 
- 

- 
- 
- 
- 

, ,LLi 

- 

714 
4.134 

- 

- 
- 
- 
- 

- 
+l.1341 

- 
- 

- 

- 

3 

- 
- 

- 

- 

- 
75 

- 
- 

19.217 
89 

- 

- 
- 

- 
, IUI 
- 
- 

12.497 

20.254 
- 
- 

60.849 
I.lM) 

I94 

14.134) 

480 
- 
- 

- - 524 - 
- - 9&t WA) 

- I.800 
- - 
- - 

s (4.618) 
- 

32 
- 

i--G = 

- - 
- - 

- 19.936 

s‘w.190 
- 

- 
- 
- 

- 
SluMI 
= 

- 
ClU) 
I 

- !?A 
- 

I.800 

- 
2.5 

33 
- 
- 

19.364 
- 

‘(- ._ 
19.926 

SloO.b?9 
- 

s 2 565.431 
- - 

See accompanying Notes to Consolidated Financial Statements. 
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PACIFIC GATEW.AY EXCHANGE. INC. 

NOTES TO CONSOLIDATED FINANCL4L STATEMENTS 

(1 I The Company and Significant Accounting Policies 

Desrrrprron of Busrness and OrgaKorion. 

Pa&c Galeway Exchange. Inc. i”Pacific Gateway” or the “Company“). 3 Dclauxe coipor~ion. nun> 
and operares an m~emarmnal switched and domestic switched telecommunicaoons newark The opcr~l~on% 0: 
Pacific Galeway have grown slgniiicantly as rhe result of entering m(o addiuonai operarmg ~;rc<mrnt> u tth 
foreign partners and marketing to cenam long distance compames m the Cmted Stales uhlsh do not hJ\e rhelr 
own mtemauonal network. In addition. the Company provides mremat~onai lonp dlsrance scr\icc> to cena~n 
ethnic retad markets. pnncipally the Fiiiplno-Amencan and Japanese-Amencan communmes. 

The Company 1s subject to various risks in connection wi[h the operation of 11s buslness~ These risk\ 
mclude. but a~ not Jinxred 10. cha..,.., -@-’ jr: govcmmenr regulation. dependence on rransm~ss~on iacllme~-hawd 
camers and suppliers. pnce comperitlon and comperitlon from larger mdusp paniclpams. 

Consolidated Financial Statements include the accounts of Pacific Gateway and maJOnly-OWned and 
conrrolled subsidities principally in Bermuda. the United Kingdom. Russia. New Zealand. ;\us[ralia. Japan and 
Cyprus. Investments m 20% to 509&wned compames and partnerships are accounted for on the equir? method 
Intercompany transacoons have been eliminated. 

.Assets and liabilities of operations outside the United States. for which the functional currency is not US? 
dollars, are translated into U.S. dollars using the exchange rate in effect at each period end. Revenues and 
expenses are translated at the average exchange rate prevailing during the period. The effects of foreign current! 
~ranslauon adjustmems arising from differences in exchange rates from period to period are deferred and mcluded 
as a componenr of “Stockholders’ Equity”. 

For operations in highly-inflation? economics. principally in Russia. assets and liabilities are maintained 
in rhe reporting currency. U.S. dollars. 

The effects of foreign currency transactions. and of remeasuring the fmancial position and results of 
operations in the funcrlonal currency. are included in “Selling. general and administrative expenses.” 

The preparation of financial statements in conformity with generally accepted accounting principles requires 
management IO make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosures of contingent assets and liabilities at the dates of the financial sfatcmenls and reported amounts of 
revenues and expenses during the reponed periods. Actual results could differ from those erumates. 

Cash equivalents consist primarily of money market accounts and called bonds with original maturities of 
three months or less. The carrying amounts reported in the accompanying balance sheets approximate fair marker 
value. 

Propern and Equrpmenr: 

Property and equipment are stated at co% Mamtenancc and repairs are expensed as incurred. Replacements 
and berlermems are capitalized. Costs incurred in connection with the construction of new propeny and 



PACrlC GATEWAY ESCIUNGE. INC. 

NOTES TO CONSOLIDATED FINANCIAL STATE~lEST~Continued, 

Lnderses fiber optic cables . . . . . . . . . . . . . . . . . .._................................................................... .~.. 20 > can 
Long dlsrance communications equipment _,.,.,...,._,.........,.............................................. ~. 5.‘ >ears 
Ccxnputers and office equpmen, . .._.......................,_,_................,.,.....,................................ 2.‘ <ear. 
Leasehold improvements . . . . . . .._..._.......................,.................,.,......,.,.,...,...........................~ lerm Of lease 

The Company invests in undersea fiber optnc cable systems through the purchase of Indeted>lble :l$h[* 01 
usei : “!R’“:“ / or three,-h an owners hi” I”~PWS in cable consrmcrion consonn . 

Sratemenr of Financial Accountrng Standards (“SFAS”) No. 121. Accounri,rg JOT r/w Im/x7in~rr of Lr,?lg- 
Liwd Assers and for Long-Lived Assers IO be Disposed 05 requires that long-lived assets and centin Intangible 
assets be reuewed for impairment whenever events or changes in circumstances indicate that the ca~lng 
amount may not be recoverable. If undiscounted expected future cash flows are less than the c2Fing value of 
the assets. an impamnent loss is to be recopnized based on the fair value of the assets. NO Impairmen losses 
have been recogmred to date. 

Income Tares: e 

The Company accounts for income faxes in accordance with SFAS No. 105’. Accow~~~nmg for Inrome Tares. 
SFAS No. 109 has as its basic objective the recognition of current and deferred income tax assets and liabiliues 
based upon all events that have been recognized in the financial statements as measured by the provwons of rhe 
enacted tax laws. 

Valuation allowances are established when necessary to reduce deferred tax assets to the estimated amount 
LO be realized. Income tax expense represents the ta.x payable for the current period and the change dunng the 
penod m rhe deferred tax assets and liabilities. 

Revenue Recognitux: 

Revenues for telecommunications services provided to customers are recognized as services are rendered. 
Revenues for return traffic received according to the terms of the Company‘s operating agreements with its 
foreign partners are recognized as revenue as the return traffic is received. 

The Company has entered into operatmp agreements with 44 rclecommunications carriers in 28 counoies 
under which international long distance traffic is both delivered and received. Under these agreements. the 
foreign carriers are contractually obligated to adttcrc to the policy of the Federal Communications Commisslon 
lthe “FCC”). whereby traffic from the foreign country is routed to international carriers. such as the Company. 
m rhe same proportion as traffic carried into the country. Mutually exchanged traffic between the Company and 
forelen carriers is settled through a formal settlement policy that generally extends over a sir-month period at an 
agreed upon rate. The Company records the amount due to the foreign partner as an expense in the period the 
trafhc is delivered. Of the 44 agreements rhc Company had at December 31. 1998. 18 agreements provided that 
the Company generally must wait up to six months before it actually receives the proponional return traffic. In 
circumstances where the Company does nor receive the return traffic due from the foreign putner at the end of 
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the apr~$upon delayed rewm per&. rhr Cornpan? and the iore~gn parmer ma! agree to 3 settlemen \\hiih 
compensares the Company ior the rewn traffic nor recened. Ihrouzh greater return traffic m iuture Pendb. or J 
reduction 10 the Company’s current accounts payable balance. 

The far value of financial instmments. cons~mg of mvestmenls m cash. cash equlvalenrs. rscelr~bles. 
accounts payable and a lme of credit. is based on interest rates available LO tie Cornpan) and compannronh II’ 
quoted pnces. At December 31. 1998 and 199?. the fair value of these tinancial mstrument~ ~pproximalc~ 
carryng value. 

Concenrrarron of Credir Risk: 

Financial instruments that potentially subject the Company to concentration of c&r risk cons~ oi iabh 
and cash equivalents and accounts receivable. 4t December 31. 1998 and 1997. the Company had bank deposlt5 
in excess of federally insured Innits of S22.891.000 and SJ3.650.000. respectively. The Company’s customer 
base mcludes domestic and mtemauonal companies in the telecommunications indusu’y The Company performs 
ongoing credit evaluations of its customers but generally doer not require collateral to ruppor! customer 
receivables. The Company’s allowance for doubtful accounts is based on current market conditions. Losses on 
uncollectible accounts have consistently been within management‘s expectations. 

Earnings Per Share: 

The Company adopted SFAS No. IX Earnings Per Share. effective December 31. 1997. In accordance, 
wth SFAS No. 128. basic earnings per share is calculated by dividing net income by the weighted-average 
number of shares outstanding for the period. Diluted eammps per share is calculated by dividing net income by 
the welghted average number of shares outstandinp during the pnod plus the dilutive effect of stock opttons 
deremxned “s,“~ the treasury stock method. 

There were no adjustments to ner income in the calculation of basic and diluted earnings per share for the 
years ended December 31. 1998. 1997 and 19%. respectively. The reconciliation of the weighted average shares 
oustandmg used in calculating basic and diluted earnings per share is as follows: 

l”Coar sham Prr-shme 
(Nunnnmrb rDemamimtorl AnlDY”l 
,in ltbowua except per - ,mwnUb 

1998 
Basic EPS: 

Income available IO common stockholders .._..................... 519.936 
Effect of dilutive stock options .,___..__..___.._.............................. 

Diluted EPS __._.__.._...._..._...........................................~.................. 519.936 
- 

1997 
Basic EPS: 

Income available to common stockholders ._........................... s 12.497 
Effect of dilutive stock options ,_.._......,_._,_._............................ 

Diluted EPS _...,_..._..._._._...........................,................................... $12.497 
- 

19% 
Basic EPS: 

Income available to common stockholders .._.............. % 5,808 
Effect of dilurwe stock options . .._....._..._............................... 

Diluted EPS ,.,..._....,.....,....,...,.................,...........,........................ s 5.808 
- 

46 

19.071 
I.424 

?o.J95 
- 

18.960 
537 

19.497 
- 

16.234 
638 

16.872 
- 

$1.05 

so.97 
= 

so.66 

SO.64 
- 

SO.36 
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,n June 1997. the F,ASB ,ssued SF.%S 50. 130. Repnnq Cmpreitrmi~r 1,,1om(. SFAS Zu ! U’ 
esmbl!shes standards for reponinp and display of comprehenswc mcome and 1,s componsnLx tn d nn.mit~ 
sraremenr thar IS drsplayed with the same prormnence 2s other tinanci31 cr;lremenrs~ Comprrhcn\l\c mcoms 
includes all changes m equt) ~ner asse~s~ dunnp a penod from non-owner sources. Thk> mcludr\ net miome 2nd 
other comprehenwe tocame. Examples of hems IO be included m other comprehenwe tniumi’. uhtcn .n 
excluded irom net income. Include foreign currency w~nsiation ;Ldjusrmems. The Compw &iopwd SFAS 
tie. 130 for the yeu ended December 31. 1998. Total other camprehenswe mcome conslswd oi tore,:” iurrsnc) 
[ranslx~on pains. which were not matenal for all years presented. 

Cenain prior-year xnoums have been reclassified co conform IO the 1998 Knanciai statrmenc prewnr~on 
Such reckwificanons have no effect on net income 3s previously reported. 

12) Income Taxes 

The provision for mcome taxes is comprised of the following 

A-- 
,in ,harunds, 

Current Iax expense: s 
Federal ..,......,..._._._..............,......,.......................................................,. 5 7.318 55.737 53.36-l I 
State and bal .._,_,_..._._,......_.,.........,............................,,......,,......,,.,...,,. I.663 986 WI I 
Foreign . . .._._._...__._.._............................,..........................,...................... I.835 279 - --- 
TonIcurrent ,_._...,........_..,_....,..............................................................., 410.817 57.002 S4.205 --- 

Deferred tax expense: 
Federal _._,_._,_...__,_,___,.,.....,.,..........,...............................,.....,................... S (241) $ 165 S1262) 
State and local ,,_._,.._,.._..._._............,...,,.................................................. (1461 71 166) 
Foreign . . . . . . . . .._...................................................,...............,.,..........,...... 206 - - --- 
Total deferred __._,_,_,___,_,_._,...,.,.............................................................,. % (1821 S 336 S (318, --- 

Total provision . . .._._._._._................................................................................. $10.635 57.338 53.877 
- -- 

Cndisrributed eamines intended to be reinvested indefinitely in operations outside the United Slates were 
approximately Sl5.349.OCk 

The provision for income taxes differs from the amount computed by applying the statuto~ federal income 
13x r31.5 as follows: 

Expecred statu,ory amount .......................................................................... 35.0% 35.0% 34.0% 
State income taxes. net of federal benelir .................................................. 3.2 7c 3.8 %- 5.3 4i 
Tax exempt interest.. ................................................................................... - R (0.5)% (O.J)R 
tindismbuted ewmnps of certain subsidiaies ........................................... (5.0)s (2.5)% - q 
Other.. .......................................................................................................... 1.6 c/ 1.2 % I.1 7c --- 

34.8 % 37.0 % 40.0 % I 
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Deferred tax assets: 
Allowa,,cc for doubtful accounts ,....._._,_...,.._.....,.............,..................................... S 1 .;“s: 5 69: 
stare taxes ._,_....._........,,...,.,,...,..................,.....’ . . . . . . .._.............................................. 316 

Accrued co,,,pensation _._,.____,_..,...,,..,...,............,.....,.,.................,.......................... 139 83 

other.. _. _. _. _.. _. _, _. __.. _. _, _. __. _._._._._...._. ._.__ _. _. ._ 176 - -- 
Total gmss deferred tax assets ,.__.._.__..__._.___........,.......,.,....,,......,................................... 52.179 5 1.096 

-- 

Deferred liabilities: 
Depreciation ,..._..._._,_.......,...,...,.......,...................................................................... SZ.‘Jii S 8;: 
Other ._..._____.___. ,_ ,. ,.__ ,_.____..___.._ ._ ., ,. ., . . . . . . . -- 

Total gmss deferred tax liabilities ..,._....__.._..._...................,.......,...,,..,........................... S 957 91.157 

Net deferred tax assets . . .._....____..__..,...,.,..,..........,............................,.,...,.............,.......... S 322 S 139 -- w 

(3) Acquisitions and Investments 

In 1997. the Company acquired a controlling interesr in Rusrclncr. a provider of enhanced 
telecommunications services to the Russian market. The acquisition was accounted for by the purchase method. 
and accordingly. the results of operations of tie acquired business have been included in the accom,panymg 
consolidated financial statements from the date of acquisition. The price was S36.ooO with Rusrelner hawng cash 
balances of S257,ooO at the time. The fair value of net liabilities acquired in the acquisition was 5158.ooO. The 
excess of purchase price over the estimated fair market value of 5627.OW has been allocated CO goodwill. 
Goodwill is being amortized on a straight-line basis over a W-year period. In connection with the acqulsltion, of 
Rustelne~. the Company purchased Rustelnet shares from individual shareholders who are members of Pacific 
Ga~eway’s management. A total of 690 Rustelnet shares were sold by management to the Company for S13.000. 

In 1997. the Company and Globe Telccon a company operating in the Philippines, formed a joint venture. 
PinTouch Telecom. to market long distance services to rhe Filipino-American community. In accordance with 
dw joint venture agreement. the Company receives 47.5% of PinTouch’s net earnings, for which the Company 
has recognized eqwy in earnings of S1.665.ooO and S131.000 for the years ended December 31. 1998 and 1997. 
respectively. 

In February 1998. the Company purchased 16.6% of the common stock of Ekonom S.A. de C.V.. a Mexican 
multimedia company, for 53,3OO.iX@ in cash and 51.8OO.ooO in the Company’s common stock. The Company’s 
investment in Ekonom is aec~u~t!d for under the cost method. 

(4) Segmen1 Data 

The Company adopted SFAS No. 131. Discloswas about Segmentr of an Enterprise and Related lnformatio~ 
effective January I. 1998. SFAS No. 131 requires the disclosure of a Company’s operating segments. which IS 
defined as a segment whose operating results are distinguishable and regularly reviewed by the Company’s dewion 
makers. 

48 



PACIFIC GAZEWAY EXCHANGE. MC. 

NOTES TO CONSOLIDATED Fll‘i~hTLkL STATE~~ENTS-(CCWI~~~U~~ 

p,-,or LO the adoption of SFAS No. 131. the Company classified all opxarmns under ““e Segment. 
Telecmnmundtions. By urihzmg a combination of facton. ptin~lpally SCW~CCS provided and ge”Vaphlc YCas. 
he Company has identified t&e opemung segments: U.S. Wh”lesale. offshore and value-added SeTyICCS. The 
operating results of these segments arc regularly reviewed by the Company‘s management and M integral 1” 
their decision-making pmcess. 

U.S. wholesale provides international telccommunicatians services to its target base of C.S.-based CUTIC~S 
that otiginatc inrcmarionai aaffic but do not have operating ag~eemesrs with foreign cartiers IO lennmale the 
traffic. U.S. wholesale also provides service to c~stc~mer~ who are existing imematmnal carriers. lerminalmg rhelr 
over&w tclecommunicatmns Uafftc or on mutes wth smaller traffic volumes. 

The offshore segment consists ~;.mtily of the operating sub+++s in thr UK. New Zealand. Russia a”d 
Japan. The company ha established telecommunications switching facilities m each location and provtdes 
services similar to U.S. wholesale to its COUntI’y-SpCifiC customer. 

The Ccmpany’~ hid segment inch&s a variety of emerging and value-added serwces. ~csently. IhiS 
operating segment primaxily provides international long distance services to ccti” ethnic retail markets. 
principally the Filipinc-American and Japane~~-Americall CO~~UNU~S. 

The results of operations for the Company‘s operating segments for each of the thr~c years ended 
December 3 I. 1998 are. as follows: 

1998 
Saks to unaffiliated customers _..._._..__.._....._.......... S 390.619 S 55.714 5 19.958 5 466.291 
Sales and transfers between segments . . . ..___....._..... 36.405 19.879 - 56.284 -- 
Total sales _,_._._,.._._,,.__.,,.....,.........,...,.........,.....,..... $ 427.024 $ 75.593 S 19.958 % 522,575 
Depreciation and amortkation . . ..__........._............... S 7.031 $ 1.682 S - S 8.713 
Operating income ,._._,.,_.__.,.._._,.,.,....,...,.....,............ S 16.730 5 6.677 S 3.740 % 27.147 

Total assets .,,_._......._.____..........................,... S 151.491 $ 34.831 S 5.857 a 192.179 
-- 

1997 
Sales to unaffiliated customers . . ..__...___._..._............ S 279.750 S 17.739 S 1.120 S 298.609 
Saks and transfen between Zgma”U . . .._.............. 13.186 12.005 - 25.191 -- 
Total sales _._,.._,.,.._....__...,..................,....,.....,...,,,... S 292.936 5 29.744 S 1,120 S 323.800 
Depreciation and amortizati~” . .._._.._._..__._.............. S 4.632 $ 785 S - s 5.417 
Operating income . . . . .._............_............................... S 16.398 $ 1.219 $ 83 s 17.700 

Total assets . . ..__.........___........................................... S 105.057 $ 18.542 5 1.071 5 124.670 
VW m 

19% 
Sales to unaffiliated custo”w~~ . . ..__...__.__.___............ S 162.426 S - S - 4 162.426 
Depreciation and amo&ation ._....._....._._,.,_....,...,.. f 2.044 S - 5 - s 2.044 
Operating income . . .._._._..____...__.............................,. $ 8.929 S - S - S 8.929 

Total assets .._._._...__,.,.....,,,...,...................,.............. 5 55.847 S - S - S 55.847 
- 
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ne reconciliations from the Company’s operaung segments to the consolidated totals 0” the Cornpan! * 
b&ncc sheets and statem.z-,ts of operauons for each of the three years ended December 31. 1998 =e as f0llOU 5~ 

1998 tin thouun*l 

Toial sales for operating segmenrs _..._,_...................................................... s 521.575 

Ehmmauon of sales between segments . . . . r56.2811 

Total consolidated sales _...,_._,_,...._,_._,......................,.................................... S 466.29 I 

Total assets for operating segments _._.,.__._..._._._._.............,........................... 5 192. I?9 

Assets not allcxxed to operating segments .,.,_._._._........,_...........,............... 43.458 

T,‘d ;onsolidatCd ?SetS .._..,_. ,_.....__ ~. .._.. . . . . . .._...._._........................- S 235.637 

1997 
Total sales for opm~ng segments. .............................................................. 
Elitina&m of s&es b&wWn scgmcntS ....................................................... 

Total conx&iated s&s ................................................................................ 

To& assets for operating xgntenrs ............................................................. 
Assets not &orated to qxraung Sepcnts ................................................. 

Total consolidated assets .............................................................................. 

1996 
Total sales for operating segments.. ............................................................. 
Elimination of sales between segmenu ....................................................... 

Total consolitied sales ................................................................................ 

Total assets for opzrating segments ............................................................. 
Assets not allocated to operating segments ................................................. 

Total consolidated assets .............................................................................. 

S 311.8On 
(25.191) 

% 298.609 

5 124.670 
46.947 

5 171.617 

e 

5 162.426 
- 

S 162.426 

s 55.847 
47,969 

5 103.816 

The Company sells to long distance international telecommunications companies. foreign pa0nct-S and to 
retail customers. At December 31. 1998, the Company had 44 operating apmenrs with fomign patmen and 
approximately 163 worldwide custamets excluding U.S. retail customers. Total revenues from external customers 
includmg U.S. retail customers by country for each of the dtme years ended December 31. 1998 were as fO~OWS: 

Year Ended Demnbcr 31. 

-!zL ml 1996 
lia tbwsamb) 

United States .,__....._...._...........,.,,...,...........,...,,,...............,...,.,............. $334,744 $216.286 $1 16.735 
United Kingdom . . . . . . . . .._......_................................................,...,........... 5 I .378 21.625 4.245 
Russia ._... . . . . . .._....._... .._....__...__.... __ . ..__....___ _. _. ._._. ..__....__. . . . . . 11.877 6.733 5.630 
Ausualia ..___...._....____,.................,....,...,.,..........,.,........,........................ 10.988 6.377 8.77 1 
New Zealand . .._.__....._...__........,............................................................ 7.681 2,222 1.767 
Japan .,.__...._..._____.....,.,....,,...,,..............,.......,...,,........,.......................... 5.369 4.678 5.518 

Other... ,.......... ., ,. . . . . . . 44.252 40.688 19.760 

Total RVC~UCS........................,......,..............,,,,.,,....,................... 6466.291 S298.609 5162.426 
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Revenues are atnibuted ,o c”untnes based on Ihe location of cusmmer. Other Includes re\~e”ues from 
cusmmers located m c”unmcs rhar indivtdually represented less than 25 of roral revenues. 

For the year ended December 31. 1998. there were no mayor cusmmers thar comprised ten percent or morr 
of the Company’s revenues. For the year ended December 31. 1997. 10.4G of the Compan!‘c rewnuc~ uere 
dewed irom Fronuer Commun~cat~“ns, Inc. of $30.996.000 Man-ix T&corn. Inc. denwd 12.65 of [he 
Compan!‘s re~nues ior the year ended December 31. 1996 with revenues of b?O.511.000 

15) Commitments and Contingencies 

Litigation 

The Company is not currently subject to any legal proceedings that management beher~es ulll hake J 
ma~enal lmpacr on the Company’s financial position or results of operalions. 

The Company leases office space and equipment under noncancelable operating leases. Rental expenses for 
1998. 199i and 1996 were appmximately S1.274.ooO. 5%5.ooO and $255.000. respectively. The Company leases 
cenain computer equipment under a” agreement that is classified as a capital lease. The lease has a term of lhrce 
years with a mrnimum purchase price at the end of the lease. Leased capital assets mcluded in propeny and 
equipment at December 31. 1998 were $1.241.000. s 

Future minimum lease payments under noncancelable operating and capital leases as of December 3 I. I998 
are as follows: 

1999 .............................................................................................................. 
2oi3o.. ............................................................................................................ 
2001 .............................................................................................................. 
333’ _ .............................................................................................................. 
2003.. ............................................................................................................ 
Thereafter.. ................................................................................................... 

Total minimum lease payments ........................................................... 

Amount representing interest ............................................................... 

Opnti”8 ~~ lua 
,in uls 

9 812 -X436 
742 II2 
702 - 
672 - 
582 - 

1.355 - 

&1.865 5548 
- 

13 

Resent value of net minimum payments .._._........_...................~......... 

Current portion . . . . . . . . . . . . . . . . . . . . . . 

5535 
= 
$436 
= 

Employment Agreements 

The Company has entered into employment agreements with certain employees that provide that. in the 
event of a change in control. each of these employees would be entitled to sevcra”ce following their resignation 
from the Company. Should such an event occur. the Company’s aggregate obligation for severance would be 
approximately S4.764.oM). Upon any such Chmge in control. each of these individuals would also receive full 
vesting of any outstanding stock options. 
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COlN”lU”e”IS 

Ar December 31. 1998. the Company had outstanding comminnenrs of SIC9 rmllion for the acquislrion of 
additional owwstup in dipiral undersea fiber optic cables and nework equpmenr. This mcludec rhc commlrmcnl 
to purchase undersea fiber optic cable in the Japan-U.S. cable network for 586 million and I” T.AT-II cable 
system for S70 million. 

‘Line of Credit 

During October 1998. the Company entered into an uncollareralized I-year revolvmg line of credlr oi up VJ 
530 million with an interest rate of LIBOR plus 1.125% with Bank of America. NT&SA and N~rionsBanc 
%lonrgomery LLC. As of December 31. 1998. the Company had SS.7 million outsrandinp a”d 521.3 rmlhon 
available under this line of credit with an interest rate of 7.75%. The line of credi:. x+.:c!: ~pirrs Dtc*mbcr I- 
1999. has financial cove”~ts. which require a maximum ratio of debt ro annualized operating cash Rou of 7 IO ! 
and a minimum interest coverage rario iratio of operating cash flow to net interest expensel of 1.5 10 1. The 
Company was in compliance with these covenarm at December 31. 1998. 

(6) Employee Beneat Plans 

In September 1995. the Company established an Employee Stock Purchase Plan I the “Purchase Plan“1 
which is intended to qualify under section 423 of the lnrcmal Revenue Code. The Purchase Plan W= not active 
for the yean en&d December 31. 1998. 1997 or 1996. Under the Purchase Plan. the Company resewed up to 
400.000 shares of common stock for purchase by employees who meet certain eligibility requirements. Eligible 
employees may conuibute up to 10% of their compensation to the Purchase Plan to purchase shares at 85% of- 
the fair market value of the stock on the tirst or last day of each six-month offering period as defined in the 
Purchase Plan. 

In 1996. the Company adopted a 401(k) plan pursuant to which eligible employees may accumulate savings 
on a tax-defemd basis. Each year the Company may make a discretionary profit sharing contribution to the 
101(k) plan which will be allocated to the accounts of eligible employees who are employed on the last day of 
the year. The profit sharing allocarion is made on a pro rata basis in proportion IO the compensation of the eligible 
employees. The Company did not make a contribution in 1998. 1997 or 1996. 

(7) Stock Optiott Plan 

On September 30. 1995. tic Company adopted the 1995 Stock Option Plan (the “1995 Plan”). The 1995 
Plan provides for the granting of nonqualificd and incentive stock options to purchase up to 1.2OO.W.l shares of 
common stock. Options granted under the 1995 Plan generally vest over four years. The maximum term of 
options granted is ten years. The Company granted options to purchase 883.411 rharcs of common stock under 
the 1995 Plan. 

On February 17, 1997. the Company adopted the 1997 Long-Term Incentive Plan (the ‘* 1997 Plan”). 
replacing the 1995 Plan. The 1997 Plan Provides for the granting of awards of nonqualified and incenrivc stock 
optrons. stock appt’edion rights. stofk grants or srock-based performance units. Awards may be made under 
the 1997 Plan with respect to 4.DOO.ooO shares of common stock and with respect 10 stock option and stock 
appreciarion right awards. no more than 500.000 shares may be awarded to any one individual in any one-year 
period. The remaining terms of the 1997 Plan are similar 10 those described in the 1995 Plan. 

On September 18. 1998. the Company repriced 768.500 options to purchase the Company’s common stock 
granted under the 1997 plan to $27.688 per share. the fair market value of the Company‘s common stock on 
September 18. 1998. 
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SFAS No. 123. r\ccounring /or Srock-Based Compensorron. encourages adopoon of 3 far \alue-bxsti 
method ior valuing the cost of stock-based compensation. However. I, allows compxues 1” conunue IO use Ihe 
~nrnns,c value method prescribed under Accountmg Pmwpler Board Opmion !“.‘.PB’-, S”~ 25. .~Ircnunnn? riar 
Srock Oprions Issued to Emplowes. for “pnons granted co employees and disclose pro forma ncr mcomc and 
earrungs per share m accordance wirh SFAS, No. 123. Had compcnsaoon cost for rhe Compan)‘s crock-baed 
compensal~on plans been detefnuned consistent with SFAS No. 113. the Company’s Ned mcome and evnrnps 
per share would have been as follows: 

h’et income-as reponed ..,_..,_..._._,.._..,......,.....,.....,.............................. 5 19.936 s Il.497 S5.808 
NH income-pro forma .._._....,...._.,_._,.....,..................,.......................... 514.308 SI 1.469 S5.?L, 
Eamjnpr per share-basic 3s reponed . . . . . . . . . . . . . . . .._..._._._...................... 5 I ,05 s n,h6 s 0.16 
Earnmps per share-basic pro forma ..,.__..,_._....._.._......,........,........,..... S 0.75 S 0.60 s 0.32 
Earnings per share-diluted as reported _..,.,...._._,...._,,...,..................... 5 0.97 5 0.64 s 0.34 
Earnings per share-diluted pro forma _...__._._._._,__,_,...,.,....................,. 4 0.70 s 0.59 % 0.31 

The fair value of the options granted by the Company is estimated a! 456.5 million on the date of the gnnt 
using lhe Black-Scholes Model for those options issued after the Company‘s initial public offering and Ihe 
Minimum Value methodology for tbosc options granted prior to the offering. Tbc assumprions used in rhc Black- 
Scholes model are as follows: * 

Year Ended Dcmmbtr 31. 
we3 1597 1996 --- 

Dividend yield ..___._.,.._._..._,_.........,......,,...,,,.....................................,...... 0.0% 0.0% 0.09c 
Volatility . .._._.....____...__............,.........,.....,............................................... 49.4% 40.9% 30.5% 
Risk-free imercsr rate ..__.___,.._._._,.._.,,.......~..........,.....,............................. 4.5% 5.8% 6.7% 
Assumed forfeiture rate . .._._._...____..._....................................................... 0.0% 0.09 0.0% 
Expected life . . . . . .._._._._._..._....................................................................... S years 5 years SpK 

SFAS No. 113 requires that stock-based compensation granted to non-employees be accounted for based on 
the far value-based method described above. It also requires that resbicted srak granted to cmploy~~s ix 
recognized as compensation expense over the vesting period. measured at the fair market value on the gtant date. 
In 1998 and 1997. the Company pranced 3S.CCKl and 75.000 shares. respectively. of rwricrcd stock under the 
1997 Plan. The Company recorded deferred compensation of approximately S963.ooO and S4.134.ooO for the 
years ended December 31. 1998 and 1997. respcUvcly. This amount was recorded as a reduction of 
stockholders’ quit? and is being amonircd as an expcnw to operations over the applicable vesting periods. For 
the years ended December 31. 1998. 1997 and 19%. S674,ooO. Sl46.OMl and S85.000. rcspecrively. was 
recognized as compnsation expense for nsticted stock uld stock options granted to non-employees. 
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Slack Opfio” Awads were: 

Options ourstanding. beginnmg of yeu ....... 
Options gramed ............................................ 
Opoons exerased.. ....................................... 
Options forfeitedlcancelled .......................... 

Options outstanding. end of year.. ............... 

OpGon pnce range at end of year.. .............. 

(88.8871 

ipp% 
Hliphled. 

13.02 

*rcmge 
option EXCFCti 
Shmcs Price -- 

1.296.065 932.14 
s08.800 32.50 

srsr Ended December 31. 
19.X 

(101.66Ol 

Heighcdd- 
Avrngr 

7.30 - - 

option Exerclw 
Shva Per 

883.411 5 9.77 
1.610.000 41.60 

(Q-1.907) 39.12 f95.686) 11.08 - - --- 
3.991.071 531.36 2.296.065 532.1-1 88i.lli s 97: - =- - 

S 8.500 10 5 8.50Oto s 4.400 1” 
553.115 550.188 529.500 

Option shares a&able for grant al 
end of year .,.._,.._._...........,......................... 621.107 2.405.ooo 316.589 

- 

S 8.5~Sl4.Mw) _,...........,,_..,_..,........................... 566.146 0.98 s 411.120 5 9.08 
s24.750-529.500 ._,_..,,__........_,...,...............,.......... 2.149.925 3.32 27.87 235.750 27.60 
S38.500-553.125 .._._.....,_..,.._._.....................,......., 1.275.000 3.38 47.08 186.250 46.54 -- 
S 8.S0GS53.125 ._..._,.__._.____,_......,.......,.....,...,,..,., 3.991.071 iz - S31.36 833.120 522.69 

= EC-- 

18) Capital Stock 

00 July 19. 1996. the Company completed an initial public offering of 6.OS7.050 shares of COINOO~ stock 
of which 4.940.050 were offered by the Company and 1.116.550 shares WCR offered by certain selling 
shareholders. The net proceeds to tbc Company (afur deducting underwriting discounts and estimated offering 
expenses) from the sale of tbc shams were approximately S54.1 million. 

(9) Stockholders’ B&MS Plan 

On November 17. 1997. rhe Board of Directors of the Company declared a dividend of one preferred share 
purchase right (a “Right”) for each outstanding share of Common Stock. Subject to cctin cxcepdons. each 
Right. when exmisable. entitles the registcrcd holder to purchase from the Company one one-thousandth of a 
share of Series A Junior Participating Preferred Stock. par value SO.CQOI per share (the “Rfemd Stock”). of 
the Company at a price of 5200. subject to adjustment ttbe “Purchase Rice”). 

The Rights generally will only bc exercisable (i) ten days following a public announccmcnt that a person or 

group of affiliated OT associaud persons (an “Acquiring Person”) has acquired. or obtained the right to acquxe. 
15% or more of the outstanding shares of the Company’s Common Stock or (ii) 15 business days following 
commencement of (or an announcement of an intention to make) a tender or exchange offer for 15% or more of 
the outstanding shares of rhe Common Stock. The Rights will expire. if not previously exercised. exchanged OI 

redeemed. on December 1. 2007. 
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At anytime after a person or group generally acquires more than IS 5 of the outstanding Common Stock 
and prior LO the11 acquisition of 50% or more of the outstanding Common Stock. each Right. excepl [hose held 
by such an Acquirmg Person. may be exchanged by the Board of Directors for one share of Common Stock 

If the Company is acquired in a merger or other business combination vansaction or 50% or more of the 
Company’s assets or eammgs power is sold. each Right will entitle the holder thereof lexcepr for rhe Acqunnp 
Yenon) to receive. up-on exercise at the then current exercise price of the Right. common srbck of the acqumnp 
or survwing company having a value equal to two times the exercise price of the Right. 

At any time prior to the time an Acquiring Person becomes such. the Board of Directors may redeem the 
Rights in whole. but not in pan. at a price of $.Ol per Right (the “Redemption Price”). 

( 10) Subsequeat Event 

On March 2. 1999. the Company signed a commitment letter for a $200 million senior secured crcditlacility 
with Salomon Brothers Holding Company. Inc. and Goldman Sachs Credit Partners L.P. The facility may be 
increased in the future of up to $100 million if additional cotnm.itments are received from lenders. The . 
completion of fix financing is subject to the execution of definitive loan documents and customiuy conditions 
for rhis type of facility. The Company plans 10 use the facility to ftnancc iu undersea libcr optic cable 
investments and its expansion into the U.S. and Western Europe domestic markets. 

55 


